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SUBJECT: FRANKFURT BANKERS VIEWS ON RECENT DOLLAR DECLINE 

1 . LEADING FRANKFURT COMMERCIAL BANKERS FROM ALL 
MAJOR GERMAN BANKS APPEAR CALM DESPITE THE DECLINE OF 
THE DOLLAR VIS-A-VIS THE DEUTSCHE MARK WHICH MANY 
ASSERT THAT THEY ANTICIPATED. (THESE VIEWS CONTRAST 
WITH GERMAN MEDIA WHICH MAINTAINS THAT THE UNITED 
STATES GOVERNMENT DELIBERATELY PROVOKED THE 
WEAKENING OF THE DOLLAR AS A MEANS OF TRANSFERRING 
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THE ADJUSTMENT BURDEN TO STRONGER CURRENCIES.) THEY 
ATTRIBUTE THE CURRENT FALL OF THE DOLLAR AGAINST THE 
DEUTSCHE MARK TO (A) THE ANTICIPATED 1977 U.S. 

TRADE DEFICIT, AND (B) A HIGHER INFLATION RATE IN THE 
UNITED STATES THAN IN GERMANY. 

2. THESE BANKING SOURCES WOULD NOT BE SURPRISED IF 
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THE DOLLAR TOUCHED AS LOW AS DM 2.20, BUT ANTICIPATE 
A RECOVERY THERE WITH STABILIZATION IN THE RANGE OF 
DM 2.25-2.30. A NUMBER OF BANKERS HAVE TOLD US 
THAT, TO BE ON THE PRUDENT SIDE THEY ARE PLANNING 
ON A DOLLAR AT DM 2.25 THROUGH THE REMAINDER OF THIS 
YEAR. 

3. COMMENTS ON INTERVENTION OR LACK THEREOF BY FED 
AND/OR DBUNDESBANK INCLUDE WIDESPREAD BELIEF THAT 
THERE WAS IMPLICIT GERMAN-AMERICAN AGREEMENT AS 
FAR BACK AS THE JANUARY 1977 VISIT BY VICE PRESIDENT 
MONDALE TO ALLOW AN ORDERLY DOLLAR READJUSTMENT TO 
AROUND THE DM 2.25-2.20 LEVEL PLUS BELIEF THAT STRONG 
BUNDESBANK INTERVENTION WOULD BE EFFECTIVE ONLY AT A 
POINT AT WHICH THE MARKET SHOWS EVIDENCE OF DISPOSITION 
TO MAKE ATURN - AROUND. 

4. MOST BANKERS VOICED CONCERN FOR IMPORTANT GERMAN 
EXPORT SALES AND EMPLOYMENT IN GERMANY. UPON CLOSER 
QUESTIONING, HOWEVER, ALL CONCEDED ACTUAL EFFECTS 
WILL BE MITIGATED BY (A) PREPONDERANCE OF 

GERMAN TRADE WITH COUNTRIES WHOSE DM EQUIVALENT 
PURCHASING POWER IS ONLY SLIGTLY AFFECTED BY 
THE CURRENT DOLLAR DECLINE. AND (B) GREATER IMPORTANCE 
OF FACTORS OTHER THAN PRICE. E.G., FINANCING, DELIVERY 
TIME, SERVICE.ETC. THEY BELIEVE THAT THE STRENTHENING 
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OF THE MARK WILL RETARD ONLY SLIGHTLY GERMAN 
ECONOMIC RECOVERY AND A RISE IN EMPLOYMENT, BUT 
COULD EXACERBATE THE POLITICAL PROBLEMS OF THE BONN 
GEVERNMENT IF IT CONTINUED. 

5. OUR CONTACTS MINIMIZE GLOBAL INFLATIONARY EFFECTS 
OF THE DOLLAR S DECLINE, SINCE THE U.S. TRADE BALANCE, 
EXCLUDING OIL, IS STRONGLY POSITIVE. AND OIL BILL IS 
PAID FOR IN DOLLARS. SOME LOCAL BANKERS DO ANTICIPATE 
AN ADDITIONAL OPEC OIL PRICE INCREASE IN AN EFFORT 

BY OPEC COUNTRIES TO MAINTAIN REAL IMPORT PURCHASING 
PARITY FOR GOODS DENOMINATED IN STRONGER CURRENCIES, 
E.G., GERMAN MARKS. AND COMMENT THAT THE DOLLAR APPEARS 
INCREASINGLY LESS ATTRACTIVE FOR OPEC COUNTRIES TO 
HOLD. 

6. OTHER RAMIFICATIONS OF THE RECENT DOLLAR DECLINE, 

AS MIRRORED BY OUR BANKING CONTACTS, INCLUDED: 

(A) THE POSSIBILITY OF SWEDEN AND/OR DENMARK DROPPING 
OUT OF THE "SNAKE" OR THE ABANDONING OF PRESENT 
PARITIES: (B) HEIGHTENED INTEREST AND ACTIVITY IN 
GERMAN DIRECT INVESTMENT IN THE USA; (C) DIS- 
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INCLINATION AMONG GERMAN INVESTORS TO PURCHASE 
U.S. SECURITIES AT LEAST UNTIL THE PROSPECT FOR 
THE LONGER-TERM VALUE OF THE DOLLAR IS CLEARER; AND 
(D) AN ENHANCED ROLE FOR THE DM AS A TRADING 
CURRENCY.LEHMANN 
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